Uma avaliação dos bancos públicos e da política monetária no Brasil no período [2008][2009][2010][2011][2012] Resumo O presente trabalho tem como proposta mostrar a atuação dos principais bancos públicos brasileiros durante a crise do subprime (2008-2009) 
Introduction
In the first decade of the 21 st century, global economies were shaken by the North American subprime mortgage crisis in 2008. In fact, the crisis had been building out since 2001, with the beginning of real estate speculation in the United States associated with low interest rate policy implemented by the Federal Reserve Bank (Fed) due to low inflation rates at that time.
The continual increase of the Fed discount rate for US bonds, from 1.58% to 3.5% per year in September 2004, and then reaching 5.03% per year in September 2007, 1 soon became a decisive factor affecting the subprime mortgage holders who were not meeting their commitments. The financial crisis began in 2008 and escalated considerably from mid--September onward. The decision of American authorities to give no financial support to Lehman Brothers in September 2008 further aggravated the crisis, causing strong impacts on global markets (Borça Júnior; Torres Filho, 2008, p.132) .
In response to this transmission of the crisis and negative outcomes resulting from a context of panic and capital runs, the Brazilian government adopted countercyclical measures, particularly concentrated in the main federal public banks: Banco do Brasil [Bank of Brazil] (BB), Caixa Econômica Federal [Federal Savings Bank] 
(CEF) and Banco Nacional de Desenvolvimento Econômico e Social [National Bank for Economic and Social Development] (BNDES).
2 On the other hand, Banco Central do Brasil [Central Bank of Brasil] played a secondary role and was somehow incoherent in its policy intended to foster liquidity. During the peak of the crisis, Banco Central stimulated liquidity through reserve requirements and Open Market operations. However, other monetary policies were not countercyclical, the rediscount policy was not used, and the reduction in basic interest rates happened far too late and was useless to promote economic recovery.
Despite more than six years passing since the beginning of the international crisis, the debate about the need for public banks still holds and gives rise to controversies, particularly in Brazil. On the one hand, economists more aligned with liberal ideas claim that capital is badly allocated in public banks; on the other hand, economists with a more developmental approach argue that public banks exist to grant credit. This debate also emerged during the 2014 presidential debate in Brazil. 3 This paper discusses monetary policy and the role of public banks in Brazil. In particular, we focus on: a) public banks' credit expansion during the subprime mortgage crisis from 2008 to the end of 2009 and afterwards, from 2010 to 2012, and b) Banco Central's monetary policy and relevant legislation during these periods. In Section 2, we provide a theoretical framework for different viewpoints on public banking systems. In Section 3, we present a historical overview of Brazil's main public banks in the face of development policies from 1900 onwards.
In Section 4, we analyze both Banco Central's monetary policy and the role of Brazilian public banks during and in the wake of the subprime mortgage crisis (2008-2009 and 2010-2012, respectively) . We conclude discussing the findings of the study and its impact on Brazil's current economy.
A theoretical framework for public banking systems
Originally, the classical theory of banking firms was based on the conception that banks were only responsible for mediating the transference of resources from surplus units to deficit units. As argued in Gurley and Shaw (1955) , banks are neutral firms with the purpose of canalizing resources and thus do not affect real variables such as product and investment.
Using a conventional approach, Shaw (1973) and McKinnon (1973) were the first to explain the notion of financial repression. The authors argued that several countries, including some developed ones, have historically restricted competition in the financial sector by using government interventions and regulations in order to provide low-cost credit. According to them, a repressed financial sector discourages savings and investment due to lower rates of return when compared with a competitive market. Shaw (1973 ), McKinnon (1973 and Hermann (2003, p.39) use the term "financial repression policy" to explain that its effect is to constrain, and not stimulate, financial development. Aside from fixing target private interest rates, such policy includes, among others, the action of public banks as long-term credit suppliers to strategic sectors for development.
According to Freitas (2010, p.334) , research on public banks' efficiency intensified during the World Bank's compilation of an extensive database of financial systems. It focused on measuring public banks' competitiveness in comparison to private banks and concluded that the former are less competitive than the latter. The mainstream's interest in such research was largely related to the process of privatization which took place particularly in Latin America and Southeast Asia.
La Porta et al. (2000) claim there are two main lines of conventional thought. The first is associated with Alexander Gerschenkron (1962) and focuses on the need for public financial institutions to foster development and economic growth. This is the case of Russia in the 19 th century which, different from Germany, did not have private banks to foster economic growth and public banks played the part of industrial banks. In line with this viewpoint, some authors, who were in favor of public banks, pointed out the successful cases of India and other Asia countries. Myrdal (1968) , for example, stated public banks are important as they provide essential economic sectors with credit, which positively impacts economic growth. These ideas were largely adopted in the 60s and 70s, mainly in Africa, Asia and Latin America, where the government nationalized several commercial banks.
In line with conventional thought, some authors defend public banks as they can resolve problems of market failures. According to Thorton, J. (2011, p.5) , development banks are a form of governmental intervention in the financial system and provide finance and credit to sectors which are not well served by the private sector during market failures. They include the social benefits of non-commercial social projects; long-term projects; risk management projects, such as the ones demanding new technologies; projects implemented in poor or distant regions and small or new projects without collateral guarantees. The author sets forth six principles under which development banks become effective instruments: favorable environment, mandate regulation, supervision, governance, financial management and performance evaluation. The author also argues that whilst development banks are still an uncertain initiative for governments, by way of correct circumstances and proper supervision, they can become a useful tool for governments to achieve their goals. That is, to be a channel of society development.
Contrary to the developmental approach, the 'political' viewpoint, supported by some authors aligned with the market perspective, considers that, through funding, public banks politicize the allocation of resources to gain votes, do not pursue budgetary constraints and thus have low efficiency. The idea of corruption, bureaucratic state incompetence and privatization support are emphasized, along with the idea that public institutions only exist for political, not economic, reasons. Caprio et al. (2004) provide several arguments to justify the inefficacy of public banks. When analyzing these banks through conventional financial indexes, such as return on equity, default levels and expense levels, they perform worse than private banks. Some public banks are used for granting subsidized loans and credit to particular industries or enterprises determined by the government. They also argue that public banks overload their governments with large liabilities due to explicit guarantees or the implicit assumption that some of them are 'too big to fail'. For the authors, public banks have worse financial indexes when compared to private banks, show less profitability due to subsidized or directed credits and, by playing the part of lenders, are ultimately encumbered with liabilities. Economically speaking, privatization is the best policy for governments with a history of low-performing public banks. Not only can this solution save public money by eliminating subsidies, but it can also improve the performance of their economies by insuring credit is channeled through the market and not through government officers.
When investigating the instruments available to control the banking crisis, Guinle (1999) (Guinle, 1999, p.41) .
Besides additional theoretical arguments to support public banks, Oreiro, Paula and Basílio (2010, p.34-36) show that, available empirical evidence is suggestive of their negative effects on financial development and economic growth in low-income countries, although this claim requires further study. They also state that public banks have a less procyclical credit character than private banks, causing them to reduce cyclical fluctuations.
v.26 n.1 2016 Nova Economia� According to empirical evaluations based on Brazilian data, Coelho (2007, p.2) argues that the competitive effect of public banks is smaller than private banks', insofar as while private banks stimulate competition, public banks are at best neutral as far as competition is concerned.
In short, conventional literature regards public banks as sources of poor credit administration under current market perspectives. On the other hand, according to the developmental approach, public banks are essential to cover market failures in granting finance and credit to sectors poorly assisted by the private sector.
Different from the traditional approach, where savings continues to be the major constraint to investment expansion, post-Keynesian economics claims that interest rates are a monetary phenomenon that affects businessmen's decision-making regarding investments and are not, as argued by classicists, a result of interaction between capital supply and demand. Under this viewpoint, it is worth discussing the Finance-Investment-Savings-Funding (FISF) circuit and Minsky's (1986) 'Stabilizing an Unstable Economy'.
According to the theory of borrowed funds, 4 the banking system, particularly commercial banks, is mechanical, static and passive, that is, it is neutral as long as it has no significant impact on economic behavior. In turn, in the finance-investment-savings-funding circuit, the financial system plays an active role in economic growth and it is not simply responsible for resources allocation in deficit and surplus spending units. Studart (1993, p.106) states there are three issues concerning the circuit. First, in economies with the most developed banking systems, investment finance allows the subsequent creation of income through the multiplier effect. Second, the calculation of the interest rate results from the wealth holders' preference for liquidity in the financial form and the banks' decisions. And third, funding can be a relevant factor to reduce financial weakness which tends to increase in economies whose financial investments are based on bank credit. This analysis also emphasizes the relevance of the financial system's structuring and its articulation with the productivity sector. According to Studart (1993, p.113) , there are two basic distinct finance-funding mechanisms consistent with the financial system's structu-re that affect financial stability: one, the system based on capital markets, similar to the American model, and second, the system based on the credit market, associated with the German model and predominant in universal banks. In the American model, direct (not intermediated) relations gain great importance in relation to the weight of financial intermediation and are thus more sensitive to the oscillations in asset markets. However, in the German model, stability of interest rates is essential if enterprises are predominantly funded by bank credit.
According to Minsky's (1986) 'Financial Instability Hypothesis' (HIF), the capitalist economy is characterized by a sophisticated and complex financial system with a financial structure comprised of three types of units: hedge units, speculative units and Ponzi units.
Hedge units rely on cash flow from capital asset operations (or financial borrowed contracts) to be more than enough for the payoff / discharge of current and future contractual agreements. Therefore, as these units cannot have a great amount of on call deposit, they are considered the most conservative ones. On the other hand, speculative units rely on cash flow from asset operations (or possession of financial contract) to be smaller than typically short-term payment commitments in some periods. Speculative financial transactions involve rolling over maturing debt and are considered less conservative than the hedge units. Finally, Ponzi units have higher financial costs than income and thus the nominal debt amount increases, an extremely speculative stance.
In short, the solidity or fragility of a financial system depends on the amount and strength of safety margins and the potential increase of initial disturbances. While hedge units settle outstanding debts integrally, Ponzi units are highly leveraged and pose high risks as they indicate their future commitment.
It is worth noting that the way out of a financial crisis, as proposed by Minsky's (1986) post-Keynesian view, may be similar to the conventional approach at first sight as it is associated with market failures. Both support direct government intervention through their public agencies in order to foster growth and development through credit granting. However, in the conventional viewpoint, this intervention is necessary in peripheral markets since they do not have a potential developed market yet.
This approach to market failures is derived from new Keynesian economics and focuses on wage and price rigidity to explain macroeconomic imv.26 n.1 2016 Nova Economia� balances. Although Stiglitz and Weiss also follow this school of thought, they place emphasis on monetary aspects, such as credit and capital markets, in line with our discussion in this paper.
According to Mishkin (2004) , market failures occur due to asymmetrical information which causes adverse selections and moral hazards. While adverse selection increases the chances of granting a loan to a bad debtor, moral hazard reduces the probability of loan payments. These are regarded as negative externalities and when both of them fail, bank sectors become more vulnerable. Consequently, this vulnerability results in increases in the interest rate, a stock market drop, an increased level of economic risk and a complete economic collapse causing a bank panic. Due to costs and asymmetrical information risks, not only is the action of the state justifiable to regulate and supervise, but also to act through financial and credit policies.
For Minsky (1986) , capitalist economies are inherently unstable. In times of optimism, banks and firms share better expectations and thus economic activity expands. Nevertheless, the agents' debts increase, undermining the economy. Moreover, agents tend to reduce their safety margins and, then, economies acquire a market structure with higher speculative level. On the other hand, in times of pessimism, agents become more careful and increase their safety margins, banks reduce credit and economic activity retracts. In lack of a lender of last resort, panic may spread and cause breakdown of pay systems and bank runs.
To conclude, financial crises and the need for public banks are explained with completely different reasons in both theories. In case of market failure, the economy would be allowed to engage in the free market if there were no friction in labor and bond markets. Minsky (1986) argues that it is crucial that states act continuously to assure more stable cycles.
3 A historical overview of public banks in Brazil -BB, CEF and BNDES (Hermann, 2010) .
v.26 n.1 2016 Nova Economia� For Hermann (2010), BNDES was the least affected by the default associated with its credit portfolio as it then concentrated on large private enterprises, mostly investment projects prioritized by the II Plano Nacional do Desenvolvimento [National Development Plan] (PND) in the early 1980s. However, Banco do Brasil and Caixa Econômica Federal were affected by the economic crisis due to their high-levels of capital commitment to specific sectors (such as the rural and the housing sectors) and operations (credit to working capital) which were also affected by the recession.
In September 1988, Resolution 1.524 established that the so-called multiple banks should perform at least two and at most four of the previous functions of financial institutions: commercial banks, investments banks, development banks, finance, savings and lending institutions. The result was a process of concentration in the banking sector justified by Banco Central as a consequence of the adjustment to post-Real Plan macroeconomic conditions and in alignment with global merger trends from several productive sectors of modern economies (Camargo, 2009) .
After the implementation of the Real Plan in June 1994, there were new reforms in the SFN to promote economic stabilization and reduction of the state's role in the economy. In the state's reform, BNDES played a key role in the privatization program though, since during President José Sarney's government (1985) (1986) (1987) (1988) (1989) (1990) , previous adjustments and definitions of privatization models had already taken place. However, it is worth pointing out that, at that moment, privatization was not a public policy priority as it was in the subsequent governments of Fernando Collor de Mello (1990 -1992 ) and Fernando Henrique Cardoso (1994 -1997 1998 -2002 . At the end of Sarney's government, 17 processes of destatization took place with estimated revenue of US$549 million and transfer of private sector debt of around US$620 million (Velasco Jr. L., 2010, p.312) .
With the creation of the Programa Nacional de Desestatização [National Destatization Program] (PND) 6 during President Collor's government, privatization became an integral part of the government's economic reforms and the scope and dimension of privatization reform increased substantially. Based on its previous experience, BNDES was chosen to run the program. (Table 1) . In sectoral terms, the PND's major participants were the electrical power sector (31%) and the telecommunications sector (31%), as depicted in Figure 1 . In addition to privatization, there were also other reform priorities in Fernando Henrique Cardoso's government which affected directly the SFN. Paula, Oreiro and Basílio (2013) claim that the banking system in Brazil has gone through a process of restructuring that has caused deep changes in this sector since the implementation of the Plano Real, such as: the currency Real itself because, with the end of inflation, inflationary revenues until then appropriated by the financial sector were eliminated, modernization and adaption of Brazilian banks to comply with international rules set forth by the Basel Convention I (1998) and adjustment programs, such
as Programa de Estímulo à Reestruturação do Sistema Financeiro [ Stimulus Program for the Restructuring of Financial System] (PROER) and Programa de Incentivo à Redução do Setor Público Estadual na Atividade Bancária [Program of Incentives to the Reduction of the State Public Sector in Banking Activities] (PROES).
In 2004, the Basel Convention II provided a framework not only for an increase in the banks' minimum capital requirements, according to the Base Convention I, but also for more supervision, transparency and market discipline. While PROER was focused on financial restructuring and caused an increase in mergers, incorporations and the transference of shares among banks, PROES aimed at putting an end to the so-called 'crony loans' used for political purposes without sufficient guarantees. Therefore, Banco Central was often encouraged to aid state institutions, a phenomenon called 'moral hazard'. After the recovery, there was a reduction in the number of financial institutions and public banks, as well as an increase in foreign capital inflows in Brazil. In December 1996, there were 250 commercial banks in Brazil, out of which 32 were public banks, 198 private banks and 41 foreign banks. In 2000, the number of banks was reduced to 192 due to the decrease of the number of public banks (from 32 to 17 banks) and private banks (198 to 175 banks). In contrast, the number of foreign banks increased from 41 to 69 (Table 2) . During the 1990s, there was a reduction in the role of public banks. However, in the 2000s, they regained their relevance, mainly after 2003, when President Lula's government made them their main public policy agents. Besides the traditional activities mentioned before, Banco do Brasil and Caixa Econômica Federal also turned to investments in sectors where private banks were more active. Camargo (2009) shows that, as from 2005, BB strategically expanded its operations for non-account holders, a segment where private banks showed considerable growth, such as auto and housing loans and sought partnerships with large retail chains. In turn, CEF started to expand its operations to legal entities. In 2009, Banco Central changed its monetary policy as contraction signs could be noted in the pace of economic activity and inflation expectations. COPOM reduced the target inflation rate to 8.75% in July and it remained unchanged until the early 2010s. Nevertheless, the reduced interest rate, considered a decisive factor in improving future expectations toward the reactivation of aggregate demand, took place too late and, due to a time lag, hindered short-term economic recovery.
During the peak of the 2008 crisis, Banco Central also promoted important changes in reserve requirements to provide the economy with necessary liquidity conditions, as shown in Table 3 .
According to Banco Central, these changes enabled the effective release of R$100 billion out of the total balance of this account from September 2008 to January 2009. Almeida (2010, p.57) points out that this release and new banking policies increased relevant liquidity, preventing bank runs and removing any doubts about Brazilian banks' liquidity positions (see Figure 3) .
However, there was no unanimous consent about the effectiveness of reducing reserve requirements. As to Freitas (2009, p. 139) , the strategy of reducing reserve requirement ratios adopted by Banco Central was useless. Due to private banks' preference for liquidity, for the possibility of cash, and for profitable and low risk application in government bonds, they simply did not expand credit supply. On the other hand, rediscounting was not used as a reserve requirement, since there was some concern that it (Mesquita; Torós, 2010, p.19) .
With regard to the open market, the monetary authority allowed the redemption of R$21.2 million of public bonds in the primary market to increase liquidity during the last quarter of 2008. In 2009, such policy remained the same, though presenting moderate falls (Figure 4) . That being said, it is safe to say that the monetary policy adopted by Banco Central was focused on only two instruments: reserve requirements and open market. By adopting a careful, though inappropriate, stance, the SE-LIC rate was not reduced as expected, but rather increased 0. of Gross Domestic Product -GDP) to R$ 936 billion (35.2% of GDP) mainly through private banks, which increased credit supply from R$ 371.5 billion (9.7 % of GDP) to R$ 917.1 billion (15.4% of GDP). On the other hand, public and foreign banks credit granting had a more modest variation in relation to GDP in the same period, as displayed in Figure 5 . Credit expansion was also a result of the government's policy to boost consumer spending on classes C, D and E, and included the following measures: growth of public expenditure, expansion of social protection programs, minimum wage adjustments above inflation and reduction of the SELIC rate to 11.25%, the lowest level since the beginning of Lula's government in 2003, though still very high for international standards (Camargo, 2009 ). During the subprime mortgage crisis, private agents were on the defensive regarding credit granting and demanded guarantees due to the confidence crisis instilled in the banking system. The retraction in domestic credit granting was the result of the agents' liquidity preference due to risk aversion and deterioration of expectations in international markets. This situation is discussed by Keynes (2009) (Keynes, 2009, p.189) .
From September 2008 to the end of 2009, public banks underwent the hard task of compensating for the stagnation of private credit granting by increasing participation in the SFN by 6%. 9 By the end of 2009, private institutions reduced their participation in the SFN to 51% (a 9.5% decrease in relation to September 2008), while public institutions represented 46.5% of the SFN (an increase of 8.5% in the same period), as depicted in Table 4 . (Table 5 ). The figures demonstrate how vigorous, dynamic and successful the public banks' credit policy became at the peak of the international crisis. In order to reverse the state of deterioration of economic expectations, not only did the government encourage economic recovery, but also kept inflation within the target band established by Banco Central. Therefore, in line with Oreiro, Paula and Basilio (2010) , it seems evident that there was indeed a political policy making to encourage the major Brazilian public banks to expand credit operations as part of countercyclical measures in the domestic market.
4.2
In the wake of the subprime mortgage crisis (2010) (2011) (2012) In 2010, the Sistema Especial de Liquidação e de Custódia (Special System for Settlement and Custody) SELIC 11 rate increased 2% per year ranging from 8.75% in January to 10.75% in December. The Monetary Policy Committee`s (COPOM's) justification for the increase was to assure the inflation's convergence to the center of the target band. While the SELIC rate increased throughout the year, GDP increased 7.5%, the highest level since 1986. That year, with the tax and credit incentives all sectors achieved substantial growth; for example, animal farming grew 6.5%, industry (mostly durable goods) grew 10.1% and services grew 5.4%.
During the course of 2011, the SELIC rate presented two distinct paths: until August, it increased 2.25% and from September on, there was a more accelerated decrease reaching 11% per year. In the first semester, COPOM was more concerned with the inflation target and adopted a more conservative policy: not only did it increase the SELIC rate, but also implemented macro-prudential tools, such as increases in reser-11 SELIC is the settlement system for most -around 96% -of the central government´s domestic securities. SELIC started its operations in 1979, resulting from a joint effort of BCB and market participants represented by the National Association of Financial Market Institutions (Andima). Since then, all the relevant government securities in Brazil were dematerialized and kept in custody in SELIC.
v.26 n.1 2016 Nova Economia� ve requirement of demand and time deposits, to limit credit expansion. Moreover, there was also an increase in reserve requirements for short selling operations in the foreign exchange market to avoid high volatility and systemic risk. From August, COPOM envisaged substantial deterioration of the international economic scenario, particularly with regards to mature economies. This could have affected the Brazilian economy through several channels, such as: reduction of trade flows, moderate investment flows, more restrictive credit conditions and a worsening perception from a consumer and entrepreneurial points of view. Therefore, COPOM evaluated that the risk of a high inflation rate was reduced and the SELIC rate continued its downturn.
In 2012, COPOM kept its assessment of a troubled and complex international scenario. In order to mitigate the effect of a more restrictive global economic context and reverse GDP fall, it decreased the SELIC rate further, which reached 7.25% at the end of the year. This was the lowest rate since 1999, when the inflation targeting regime was established in Brazil. But, even though inflation had been within the target band determined by Banco Central, the GDP had a mere 1% growth, suggesting that the relation between inflation and national gross product is extremely complex and that interest rates and monetary transmission mechanisms are obstructed in the Brazilian economy. Barbosa (2012) claims that the obstruction of monetary transmission mechanisms result from the following characteristics: a) significant participation of the Letras Financeiras do Tesouro [Financial Treasure Bills] (LTF) in the composition of the federal public debt; b) truncated term structures of interest rates; c) significant segmentation of credit markets; d) low levels of free credit penetration in the process of determining income and e) high participation of administered prices in the composition of the official inflation rate index -Índice Nacional de Preços ao Consumidor Amplo [Broad National Consumer Price Index] (IPCA).
After the peak of the subprime mortgage crisis, the strategy of the economic staff of President Dilma Rouseff's government (2001-current) was to promote credit expansion through public banks. From 2010 to 2012, credit increased by 7.5% due mainly to the part allocated to directed resources. While the part for free resources was kept at 31% of GDP, directed resources increased from 16% to 25% of GDP (Table 6 ). Source: Provided by the authors based on BCB/ Inflation Report, 2011 Report, , 2012 Report, , 2013 It is worth noticing that about 60% of total directed credit came from BNDES: housing finance represented 22% and rural credit 15%. The bank distributed its resources as follows: Trade and service sectors received about 60% of total resources in 2011 and 46% in 2012, with emphasis on land transportation and electric power sectors; industry received 30.4% in 2011 and 46.1% in 2012, with emphasis on the petrol fuel, machinery and equipment sectors. Animal farming received only 6.3% of the total directed credit in 2012. (Figure 6 ). We claim that public banks succeeded in the application of countercyclical measures at the peak of the subprime mortgage crisis. However, even though directed credit was increasing, with the escalation of the crisis what drove the economy was not investment but rather household consumption. This statement is in line with Minsky's (1986) 'Hypothesis of Financial Instability' which argues that an adequate governmental stability policy does not hold long in modern economies because its impacts on the agents' expectations encourage instability. This is inherent to the capitalist system. In times of boom, euphoria spreads and increases the level of the agents' debt. In this sense, an adequate policy for economic expansion should be implemented with care so as to avoid a very high level of agents' debt, particularly speculative Ponzi units. Obstructed monetary transmission mechanisms coupled with a recessive international scenario and decreasing levels of agents' confidence hindered economic recovery in Brazil between 2010 and 2012, contrary to the successful countercyclical policies implemented during the peak of the 2008 crisis.
Concluding remarks
From the arguments presented in this paper, we can infer that banks play a key part in economic development. Not only are they financial intermediaries, but are also active agents, with both sides of their balance sheet affecting economic financial conditions and the general level of economic agents' expenses, thus influencing real economic variables. The role of public banks in the economy goes beyond being simple commercial banks. Our findings show that they are strongly needed to stabilize financial crises, create a favorable environment for businesses and improve business expectations. Under this viewpoint, profitability should not be the first and foremost concern of public banks. In fact, while public banks act to develop and enforce new market policies, its financial performance plays a secondary role.
As far as Brazil is concerned, public banks played a significant role during the subprime mortgage crisis (2008-2009) and afterwards (2010-212) as well. While in the 1990s the role of public banks was reduced, in the 2000s their relevance was restored, particularly after 2003, as they became active agents of governmental policy and economic development. The post-1990 period presented several important liberal reforms, such as privatization programs and the restructuring of the financial system by means of PROER and PROES.
At the peak of the subprime mortgage crisis, the Brazilian public banks were assigned to reverse deterioration of expectations and cash pools by increasing their share of credit granting when compared to private banks in 2009. On the other hand, monetary policy was underused, as Banco Central did not make use of all available tools. The monetary authority made an attempt to foster liquidity through reserve requirements and open market operations. However, some other monetary policies adopted were not countercyclical measures, rediscount policy was not employed and the fall in flat interest rates took place very late.
In 2000, the monetary policy changed to insure inflation's convergence to the center of the target band by increasing the SELIC rate. Credit granting through public banks continued to expand, led by household consumption and durable goods. In 2011 and 2012, the government implemented expansionary monetary and credit policy, fearing a global recession scenario. The SELIC rate reached its lowest level and, in particular, BNDES continued to expand credit granting. Nevertheless, GDP did not increase as expected and inflation got out of the central target band. The reason for this outcome is complex, but it might be explained by obstructed monetary transmission mechanisms combined with a global recession scenario, low levels of confidence and excessive household debt hindering Brazil's economic recovery. To conclude, the expected sustainable growth was never achieved and the economy has gone through periods of short cycle expansion followed by slow economic growth so far.
